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October 15,2002 
Attn: SVT Supplier Agreement 
The Peoples Gas Light and Coke Company 
130 East Randolph Drive 
22"d Floor 
Chicago, Illinois 60601 

Attn: Gas Transportation Contract For Service Under Rider AGG Aggregation Service 

Dear Sirs, 

Please find attached the above referenced agreement for your review. We have also 
attached the required financial information. We anticipate the initial load profile to be 
500 mmbtu's per day. 

If you have any questions regarding this application please contact me at the number 
given below. 

U T l L l T v m R C E  SOLUTIONS 

www.urslp.com 

675 Bering Drive * Suite 700 - Hourton.Texas 77057 (713) 977-4710 fax (713) 977-7850 



GAS TRANSPORTATION CONTRACT 
FOR SERWCE UNDER RIDER AGG 

AGGREGATION SERVICE 

This Gas Transportation Contract for Service under Rider AGG, A gregation Service 

(“Contract”), is entered into between &A/& .&&u&& <u I/*, 
(“SVl Supplier‘) and The Peoples Gas Light and Coke Company (“Company”). 

SVT Supplier and Company agree as follows: 

For and in consideration of the covenants and agreements contained in this Contract, 

1. 

Company shall receive, transport and deliver SVT Supplier-owned gas on behalf of SVT 
Supplier to the Rider S V l  Customers in accordance with Rider AGG. S V l  Supplier shall make 

available SVT Supplier-owned gas and pay for service in accordance with Rider AGG. 

Company’s Schedule of Rates is incorporated in and made a part of this Contract by reference. 

In the event of a conflict between this Contract and the Schedule of Rates, the Schedule of 

Rates shall govern. 

2. Definitions. The following terms, where used in this Contract, and in all forms, 

amendments, exhibits and appendices related to this Contract, shall have the following 
meanings: 

a. ’Central Time” shall mean the prevailing time in the Central Time Zone. 

b. ”Contract Yeaf shall mean the twelve-month period commencing each April 1 
during the term of this Contract. 

c. “Delivery Point“ shall mean the outlet side of Company’s meter on the premises 

of each Rider SVT Customer for which SVT Supplier delivers gas pursuant to Rider 

AGG, and each such premises shall be a Delivery Point. 

d. “Receipt Point” shall mean any point of interconnection between Company‘s 

facilities and a Transportefs facilities. 

e. “Rider AGG” shall mean Rider AGG. Aggregation Service, of Company‘s 

Schedule of Rates, as it may be revised from time to time. 

f. “Rider S W  shall mean Rider SVT, Small Volume Customer Transportation 

Service, of Company’s Schedule of Rates, as it may be revised from time to time. 

g. “Rider SVT Customef shall mean a Customer of Record eligible for service 
under Rider SVT for which SVT Supplier will be delivering gas to Company and acting 

as such customer‘s sole agent for purposes of setvice under Riders SVT and AGG. 

ScoDe of Contract. Service under this Contract is provided pursuant to Rider AGG. 



2 

h. 

on file and in effect, as revised from time to time, with the Illinois Commerce 

Commission or any successor to that agency. 

i. 'Transporter" shall mean the pipeline or pipelines that transport SVT Supplier- 

owned gas to the Receipt Point. 

j. 'Transporter's TariR shall mean Transporter's FERC Gas Tariff on file and in 
effect, as revised from time to time, with the Federal Energy Regulatoty Commission or 

any successor to that agency. 

Capitalized terms used in this Contract but not defined in this Paragraph 2 shall have the 

meaning ascribed to such terms in Rider AGG. 
3. 

shall be effective for an initial t e n  commencing on the date it is signed by Company and ending 

"Schedule of Rates" shall mean Company's Schedule of Rates for Gas Service 

Term of Contract. Subject to the terms and conditions of this Contract, this Contract 

On the first March 31 following such COInmenCement date, AND IT SHALL W E N D  FROM YEARTO 

YEAR THEREAFTER SUBJECT TO THE RIGHT OF EITHER PARTY TO TERMINATE THIS CONTRACT AT THE 

END OF THE INITIAL TERM OR OF ANY YEAR TO YEAR EXTENSION OF SUCH INITIAL TERM BY WRITTEN 

NOTICE GIVEN NO LESS THAN THIRTY (30) DAYS PRIOR TO THE LAST DAY OF THE INITIAL TERM OR 

ANY YEAR TO YEAR EXTENSION OF SUCH INITIAL TERM. The termination Of service under this 

Contract shall not release SVT Supplier from the obligation to make payment of any amounts 

due or to become due in accordance with the terms of this Contract. 

4. SVT SuDDlier Warranties. 

a. 

Record for which it will be delivering gas to Company and acting as such customer's 

sole agent for purposes of service under Riders SVT and AGG. 

b. SVT Supplier warrants that it has obtained the necessary authority from Rider 

SVT Customers for which it is delivering gas and agrees to provide Company access to 

agency or other agreements and records, including telephone tapes, for purposes of 

auditing compliance with this Contract. 

c. SVT Supplier agrees to retain the documents and records needed to verify the 

warranties provided in this Paragraph 4 for no less than one (1) year after SVT 

Supplier ceases to provide service to the Rider SVT Customer to whom the 

documentation and records apply. 

SVT Supplier warrants that it has obtained agreement with each Customer of 

5. 
requirements, including those governing providing and paying for service, under Company's 

Schedule of Rates. 

Obliaations. SVT Supplier and Company each agree to comply with all applicable 
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6. 

SVF Supplier shall provide adequate assurances of payment to Company in a form and amount 

determined by Company pursuant to Rider AGG and this Contract. 

Adeauate Assurances of Pavment. On or before December 1 of each Contract Year, 

a. Letter of Credit. If such assurances are in the form of an irrevocable standby 

letter of credit, then the issuer of said letter of credit must be a commercial bank with 

offices in Chicago, Illinois. At a minimum, said letter of credit must provide that: (i) 

Company is the beneficiary; (ii) modification or revocation is allowed only with 

Company's consent: (iii) payment by the issuer is authorized if SVT Supplier is in 

payment default under a Rider AGG contract with Company; (iv) notice of default from 

Company to SVT Supplier is sufficient documentation for an issuer to honor a demand 

for payment; and (v) payment of a portion of the credit is authorized. The letter of 

credit shall not become effective until it is: (i) in writing; (ii) signed by the issuer; and 

(iii) the original of such letter of credit is received by Company. 

b. Cash DeDosit. If such assurances are in the form of a cash deposit, then it shall 

be provided to Company by check or wire transfer in immediately available funds. 

Company shall pay interest on such cash deposit at the rate established by the Illinois 

Commerce Commission pursuant to 83 Illinois Administrative Code Part 280. The 

parties agree that the cash deposit provided for in this Paragraph 6 is not a deposit as 
that term is used in the Commission's rules and regulations at 83 Illinois Administrative 

Code Part 280, and, except as to the applicable interest rate, such rules and 

regulations do not govern the manner in which the cash deposit is remitted and used 

pursuant to this Contract. 

c. 

then such parental guaranty shall be in a form and issued by a guarantor acceptable to 

Company in its reasonable judgment. If, at any time, the guarantor's rating of its long- 

term unsecured debt (unsupported by third party credit enhancement) falls below 888 
as rated by Standard 8 Poor's Corporation or below Baa2 as rated by Moody's, then 

S V l  Supplier must promptly substitute a cash deposit or letter of credit for the parental 

guaranty; provided, that in event of a split rating by Standard 8 Poor's Corporation and 

Moody's, only the lower of the two ratings shall be deemed to be guarantor's applicable 
rating. 

Parental Guaranty. If such assurances are in the form of a parental guaranty, 

' 

7. Receipt Point. Company agrees to receive SVT Supplier-owned gas for the purpose of 

service under Rider AGG at any Receipt Point, subject to the Operational Integrity provision Of 

Company's Schedule of Rates. 
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8. Delivew Point. SVT Supplier-owned gas transported by Company under this Contract 

shall be delivered to Rider SVT Customers by Company at the Delivery Point. 

9. Rider SVT Customer Information. SVT Supplier acknowledges that it is required by 

Rider AGG to submit certain information to Company by electronic data transmission in a 

manner determined by Company. If any transmitted data are received in an unintelligible or 
garbled form, then Company shall notify SVT Supplier. SVT Supplier may then retransmit the 

data. Company shall not be liable for any consequences associated with or resulting from such 

unintelligible or garbled data, and Company shall have no responsibility to enroll any Customer 

of Record for service under Rider SVT until the necessary data are received in intelligible form. 

I O .  

into Company's system, the parties agree as follows: 

Delivew Data. In order to establish the quantity of SVT Supplier-owned gas accepted 

a. Each Gas Day during the term of this Contract, SVT Supplier shall be required to 

deliver to Company a quantity of gas equal to the Required Daily Delivery Quantity. 

b. If SVT Supplier elects to submit delivery data by facsimile, then no later than 

10:30 a.m. Central Time one (1) day prior to the Gas Day for which SVT Supplier has 

scheduled deliveries by Transporter into Company's system, SVT Supplier shall 

provide Company a report in the format required by Company of any daily quantity to 

be delivered on SVT Supplier's behalf by Transporter to the Receipt Point. If SVT 
Supplier elects to submit delivery data using Company's electronic bulletin board, then 

the applicable deadline is 11:30 a.m. Central Time. 

c. If the delivery quantity reported to Company by SVT Supplier for a particular Gas 

Day does not reconcile with the downstream or upstream quantity reported by a 

corresponding party, then Company, in its discretion, shall either accept the smaller 

quantity into Company's system or reject the nomination change if the discrepancy is 

not reconciled prior to 3:30 p.m. Central Time on the Gas Day prior to the effective Gas 

Day. 

d. 

Paragraph 10 shall be deemed final and binding as between SVT Supplier and 

Company for billing and all other purposes. When delivery data received by Company 

are insufficient to determine the quantity of SVT Supplier-owned gas delivered to 

Company, then, in addition to any other remedies available to it, Company may, by 

such reasonable method as it may choose, including by estimation, determine SVT 

Supplier's daily and monthly delivery quantity: such determination shall be final and 

SVT Supplier agrees that delivery data provided in accordance with this 
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binding as between SVT Supplier and Company for billing and all other purposes. 

Company shall not be obligated to accept any retroactive changes in delivery data. 

Any imbalances, discrepancies or disputes relating to delivery data shall be resolved 

exclusively between Transporter and SVT Supplier. 

e. 
notice to SVT Supplier in order to conform to generally applicable deadlines in effect 

for Company's transportation customers. 

Qualitv and Pressure. The SVT Supplier-owned gas delivered by Transporter at each 

Company may revise the deadlines set forth in this Paragraph 10 by prior written 

11. 

Receipt Point shall meet the minimum quality and pressure specifications contained in 
Transporter's Tariff. The gas delivered by Company under this Contract shall meet the 

minimum quality and pressure specifications contained in Company's Schedule of Rates. 

12. Measurement. SVT Supplier shall make gas available to Company, as nearly as 

practicable, at uniform hourly rates of flow. SVT Supplier-owned gas delivered to Company by 

Transporter at each Receipt Point shall be measured by Transporter in accordance with the 

terms of Transporter's Tariff and metering practices applicable to deliveries to Company. The 

gas delivered by Company to Rider SVT Customers in S V l  Supplier's Pool(s) under this 

Contract shall be measured in accordance with Company's Schedule of Rates. 

13. 

of the amount due for all service rendered under this Contract during the preceding billing 

period. The amount due under this Contract shall be determined in accordance with the 

measurements, computations and charges provided in this Contract. To the extent that actual 

data are unavailable for any portion of a billing period, Company may render its billing statement 

based on estimated data. Company shall mail the billing statement to SVT Supplier at the 

address set forth in Paragraph 17. For purposes of billing and payment, service under this 

Contract shall be deemed 'non-residential" service. 

14. Indemnitv. SVT Supplier shall indemnify Company, its officers, directors, and 

employees and save each of them harmless from all suits, actions, debts, accounts, damages, 

costs, losses and expenses, including court costs and attorneys' fees, arising from or out of the 

purchase and transportation of SVT Supplier-owned gas prior to its receipt by Company at the 

Receipt Point, including, without limitation, balancing or scheduling charges or penalties on 

Transporter's system. 

15. 

be deemed to be in control and possession of the gas deliverable to SVT Supplier under this 

Contract from the time of its receipt by Company at the Receipt Point until its delivery to the 

Billinq Statement. Company shall issue to SVl Supplier a billing statement each month 

Control and Possession of Gas. As between the parties to this Contract, Company shall 
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- 
The Peoples Gas Light and Coke Company 
130 East Randolph Drive 
22nd Floor 
Chicago, Illinois 60601 

Ann: Gas Transportation Services, Choices For Youm 

Telephone: (312) 240-7546 

Facsimile: (312) 240-4704 

Ann: 

Telephone: 

Facsimile: 

Gas Transportation Services 

(800) 264-8026 

(312) 240-4704 
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Required Daily Delivery Quantity information shall be posted on Company’s electronic 

bulletin board or sent by facsimile or e-mail to: 

Invoices shall be sent by mail to: 

Attn: &rd .2?& L 

7H- 977-4PL7 
fl3 - 977- 7BsD 

Telephone: 

Facsimile: 

18. Government Reaulation. 

a. If any regulatory body, governmental entity or agency having jurisdiction prohibits any of 
the transactions described in this Contract or otherwise conditions such transactions in a 

form that is unacceptable in the sole judgment of the party affected thereby, then the 
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b. 

C. 

19 

party so affected may prospectively terminate this Contract immediately by written notice 
stating the date of such termination. 

This Contract and all provisions herein shall be subject to all applicable and valid 

statutes, tules, orders and regulations of any regulatory body, governmental entity or 

agency having jurisdiction over either party's facilities or services, this Contract or any 

provisions hereof. Neither party shall be held in default for failure to perform under this 

Contract if such failure is due to compliance with such statutes, rules, orders and 

regulations of any regulatory body, governmental entity or agency having jurisdiction. 

Subject to Paragraph 18(a), should either party by statute, rule, order or regulation be 

ordered or required to do any act inconsistent with the provisions of this Contract, this 

Contract shall be deemed modified to conform with such statute, rule, order or 

regulation. Nothing in this Contract shall prevent either party from contesting the validity 

of any such statute, rule, order or regulation, nor shall anything in this Contract be 

construed to require either paw to waive its right to assert the lack of jurisdiction of any 

regulatory body, governmental entity, or agency over this Contract or any party hereto. 

Non-Waiver and Future Default. No waiver by either Company or SVT Supplier of any 

one or more defaults by the other in the performance of any provision of this Contract shall 

operate or be construed as a waiver of any future default or defaults, whether of a like or a 

different character. 

20. Assianment of Contract. No party may assign this Contract except with the prior written 

consent of the other party. 

21. Governina Law. This Contract shall be construed and enforced in accordance with the 

laws of the State of Illinois without regard to principles of conflicts of law. The parties agree that 

the forum of any litigation shall be before the Illinois Commerce Commission, or any successor 

to that agency, or in a state or federal court located in Cook County, in the State of Illinois. 

22. Third Partv Beneficiary. Company and SVT Supplier agree that there is no third party 

beneficiary of this Contract and that the provisions of this Contract do not impart enforceable 

rights to anyone who is not a party. 

23. Entire Aqreement of the Parties. This Contract constitutes the entire understanding of 

the parties. No amendment, modification or alteration shall be binding unless the same be in 

writing, including in the form of an amendment to this Contract signed by both parties or a 

revision to Company's Schedule of Rates approved or permitted to become effective by the 

Illinois Commerce Commission, or any successor to that agency and no course of dealing or 

course of performance between the parties shall be construed to alter the terms of this Contract. 
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Notwithstanding the foregoing, modifications pursuant to Paragraph lO(e) or changes to the 

information set forth in Paragraph 17 must be in writing but need not be signed by both parties. 

24. Captions. The captions are inserted for convenience of reference only and shall not 

affect the construction or interpretation of this Contract. 

IN WITNESS WHEREOF, the parties hereto have caused the Contract to be executed in 

duplicate by a duly authorized representative. 

The Peoples Gas Light 
and Coke Company 

By: By: 

(signature) (signature) 

Desiree Rogers 

Senior Vice President 

Name: d.Y-kLTU WW3ELL Name: 

Title: > I Q o F  &1~crtis+~ci Title: 

Date: 

(print or type) ’ 



T e a  Energy Partners, Ltd. 
Consolidated Financial Statements for the Years 
Ended December 37,2001 end 2000 end 
lndependent Auditors’ Repofl 



Deloitte 
&Touche 

INDEPENDENT AUDITORS REPORT 

To the Partncrs of 
lexex Energy Parrnerb. Lttl: 

We hnve audited die accompnnylig consolidnred bnl~iice sheets of Texex Energy Portnets, Lrd. (rllc 
"Company") as of December 31. 2001 and 2000. and the related consolidated stateinelits of incolne. 
partners' equity, and cash flow, for the yeerr then ended. Those financial .statements are the tcrponsibility 
of the Company's managemenr. Our rcspoiisibility is to cxprcso An opinion on \hex financial siaicmcnis 
bused on uur audits. 

Wc conducted our audits i n  nccordniice with nuditing stondards gcncrnlly ncfcprcd in tlic United Smtes of 
Aravriw Those standard:, require tliaf we plan and perfwii tlic audits to obtain reasonnble assuraiice 
about whether the finuicial Sta(cmcnts arc free o f  matcrial 1nisst8~cmc1)t. An audit includes examining. on 
a test basis, evidence supporting the ainauiits and disclosures ill the financial statements. An nudit also 
includes asscssiiig the accounting principles used and signitifant estiinarcs rnadc by nianagcmcnb as well 
as evnluating lha overall financial stairnirnt presentation. We halieve that our audits provide a reasonable 
basis for our opiliion. 

In our opinion. such consolidatcd financial starcrnctits present fairly. i n  all material respects. the fiiiancial 
position of 'l'exrx Energy l'artnrrs. Ltd. as u l  Lkceinbcr 31. 2001 and 2000, and the rcsulrs of its 
operatioils and its a s h  flows for the ysars then endetl in conronniiy with accoun~iiiy principles generally 
accepted in the United States of Anierica. 

April 29. 2002 



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED BALANCE SHEETS, 
DECEMBER 31,2001 AND 2000 

ASSETS 

CXIRRFNT ASSETS: 
Cash and cash equivalents 
Accuunts receivable 
Inventories 
Assets from Pricc Risk Management Activities 
Other assets 

Total currcnt nsws 

INVESTMENIS JN UNCONSOLIDAYED WFlLKI'ES 

PROPERTY ANU EQUIPMENI' 

TOTAL 

LlABlLlTlES AN0 PARTNERS' EQUITY 

C U W N T  LIABILITIES: 
Accounts paynhlr 
Ihbilitias from Pricc Risk Manogcmctlt Activitics 
Loan Payable 
Accrued liabilities 

Total cumnl IiabiliGes 

PARINEKE' EQUITY 

TOTAL 

2001 

S 2,710.425 
5,066.306 

703,609 
8.400.349 
3,719,955 

20.600.644 

556,903 

33.233 

S21.190.7L(O - 

2000 

6 5.683.427 
15,025,465 

R.929 

20,717,821 

544,179 

46.136 

$ 2  1.3O8.136 - 
S 6,352,.5.51 S 15.2R7.232 

4.228.524 
2,000.000 

4 7 5.686 2,907,027 

13,056,761 18.194.X9 

R.l.34.ill9 3.1 13.877 

$21,190,780 ~21,30S,l36 - ___) 

See noles to consnlidatcd financial s~aternentr. 

- 2 -  



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

SAl.F,S 

COS'< OF SALES: 
Gas purchases 
'Transportation 
Rroker fees 

Total cost of sales 

Gross profit 

SELLING GENERAL. AND ADMMISTRATlVF. EXPENSES ,. 

Operating protit 

OTHER INCOME: 
Equity income frON iinconsolidated affiliate 
Interest income 
Other 

Toial other income 

NET INCOME 

SCC l!olcs ((1 consolidated financial statements. 

2001 

S I64.Z93,950 

158,067,J 12 
930,503 
147,000 

1S9,145,015 

5.148.935 

I .262.728 

~ a a 6 , m  

I 114.4 I n 
97.858 
94. I67 

296.435 

S 4,182,642 
I 

2000 

S 136.01 1.9s I 

132,629,502 
1,652,889 

307,000 

I34,5119.391 

1.422.560 

915.028 

507,532 

345,548 
154.598 
I IO,6RO 

610,826 

s 1 , i i w n  - 



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED STATEMENTS OF PARTNERS' EQUITY 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

General 
Partners 

S11.21Y OALANCC, DECCMOCR 3 I, 1999 

Capital contributions 

Dimibutions IO Psnncrs 

Net incnme 11.1114 

22,403 

Capital contributions 10.133 

Distributions IO Pamen 

Net income 

- 
BALANCE, DECEMDER 3 I ,  2000 

41,026 

S 74.362 

- 
BALANCE. DECEMBER 31.2001 

See UOICS lo coiisolidated financial slaicmmtb 

- 

Limiled 
Partners 

S 2,358.01fi 

900,000 

(1,273.786) 

I,107.17a 

3.091.474 

I ,OOS, I66 

(177,797) 

4.1 40.81 6 

$ 8,059,659 - 

Total 

k 2,369,305 

YUU,UUO 

(1,273.786) 

I,llR.358 

3,113.877 

1 , O I  5.299 

(177,7Y7) 

4,182,642 

s 8,134,021 
b__ 



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31.2001 AND 2000 

CAS11 FLOWS FROM OPEIMI'ING ACLIVI?1ES: 
Ncl incwric 
Equiry income from investment i n  unconsolidakd affiIk\c 
Depreciation and amortization 
Ad.iustmcnts to reconcile ne1 income u, net cash tlows provided 

by (used in) operatiiig activities ~ changes ill operaling asseu 
nnd liabilities: 
Decrease in ~ccountrmeivrbltr 
Increase in inventories 
lncrease in assets from price risk manage~ne~~i  iictivitics 
lncrcase in olhcr assets 
Decrease in accounts Davahle 
Increase in liabilities from price risk m a ~ ~ a g r m r ~ ~ i  acrivitics 
Decrcasc in  accrued liabilitics 

'. 

Nct cash (uscd in) providcd by opcraiiny activliics 

CASH FLOWS FROM MVESllNG ACTIVITIES: 
Cnntrihufinnc to invectments in unconsolidated affiliates 
Disrributions from invcstmenr in unconsolidmed affiliates 

Nct u u t i  pruvidcd by iiivcsting activities 

CASII FLOWS FROM FINANCNG ACTMTIES: 
Shorr-term borrowings 
P8rlncr.p' contributions 
Distributions to partners 

Ne1 cash provided by (uscd) in tinancing activities 

INCREASE (DECREASE) W CASH AND CASH F.QIJIVhl.ENTS 

CASH A N D  CAS11 EQlJ'lVALENT.5, BEGINNING OF PERlOD 

CASH AND CASH EQUIVALENTS, END 01: PERIOD 

See notes tu consolidalrd financial sratnncnrs. 
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2001 

S 4.102.642 
(lO4,4 IO) 
12.903 

Y.9SY.159 
(694,660) 

(8,400.349) 
(3,719.95 5 )  
(8,934.68 i) 
4 . 2 2 a . m  

(2,43 1,341) 

(5,902.188) 

(125.288) 
2 16.972 

91.684 

2,000,000 
1,OI  5,299 
(177,797) 

2,X37.5UZ 

(2,973.002) 

5,683,427 

$ 2.710.425 - 

2000 

S 1,118,358 
(345,548) 

18.279 

(n,759,018) 
(5,514) 

9,324.420 

2.494,509 

3.1145.466 

(73.872) 
R17.026 

743, I54 

900.000 
( i , i n . n 6 )  

(373,7116) 

1.214,831 

1,468,593 

P 5.683.427 - 

!3H3fl01 B 31110130 lUaS 



TEXEX ENERGY PARTNERS, LTD. 

NOTES TO FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

1. ORGANIZATION 

?exex Energy Partners, Ltd. (fhc “Company”) is h full-servicr mirrketing organization tlint purchases. 
transports, and sells natural gas primarily in the Gulf C.oast, Midwest. East Coasr and New England 
markets. The Company wnr.formed pursuant to the May 15, i998 ”Tcxas Revised 1.imited Pamerrhip 
Act’’ and began operations nn August 1. I999 YJeto of inception”). ’Ihe Coinpniiy received capitnl 
coiivibutioiis froui its partners of casll. pruperty ant1 equipment, md limited partnership interests. 

On November 1. 2001, the Company wns assigned 8 99% partnership intcrcst in Uiiliiies Resource 
Solutions. Ltd. (“URS). The rcsult or operations of U R S  are included in the Company’s financial 
statements from the date or assignment. Had the results of ClKS beeu included in the Company’s 
consolidated finnncial stnkmenu from the dote of inception of  IIRS. the Company’s rcveuucs and net 
iiicoiue would have been iiicreased by $7,452,075 a i d  525,555 rcrpectivrly. URS provides natural gas 
to end-use mail customers predoininarcly in thc Midwcw and East Coast markets. URS waq formed 
p u r w n t  to the May 15 ,  1998 “Texas Revised Liniited Partnership Act” and began operations on 
January 17. 2001. The Company purchases natural gas on hchalf of CIRS from utility companies and 
URS sells ta retail customers. 

‘The partners share operatillg profits and Iostes ill direct pnipuriiun tu rhrir rcbpaciive ownership 
interests. 

2. SUMMARY OF SlU‘WlCANT ACCOUNTING POLICIES 

Cash and Cash Equlvolena - For purposes of the statement of cash flows. chc Company considers all 
highly liquid investments purchased with a11 original riialurity of hrc r  rnunrhs or less to be casli 
equivalents. 

Invesrmenrr In Uncunsulidaled Aflfia1e.c - The Company invests as a limited p a l e r  in various 
pamerships. These inven1mcnr.c arc recorded at eo51 and suhsequcntly carried at either the original 
recorded value or ne1 realiable value, if lower. ‘Ihe equity method is ugcd to account Tor (he 
Company’s invcsmicnt in Eiigioup Resources. L.P. because tlic Cornpariy has Ihr: ability to exercise 
significant influence over the invcstee’s operating mid financial policies. All other itivestmcnts an: 
accounted for under thc cost method because the Company doer not have the ability to exercise 
significant influence over the ilivestee’s operatitig and financial policies, 

Propcrry and Equipment - Property and equipment coiisists of an automobilc rccordcd at cost and will 
be depreciated usiiig the sunight-line tiietliod hbcd (rrl ari oiimiltcd useful life of five years. 

Revenue Recognition - Revenue is recognized by the Company using thc following criteria: 
(a) persuasive evidence of an exchange arraiigcnient exists, (b) dclivery has occurred or services havc 
been rendered. (c) the buyer’s price is tiwed or dclcrrninable. and (d) collectibility is reasonably assured. 
Utilizing these criteria, rcvcnua is recognized when products arc shipped or acrviccs arc rcndcrcd. ‘1%~ 
Coiiipariy‘s produfts and ywvices are generally sold based upoti signed contracts that hdvc fixed or 
dctcrminahlc prices and contain no right of rctuni or significant post-dclivrry obligations. When the 

- 6 -  



COiIuacts settle (1.e.. services dcsibwilcd in the contixi have been performed), il dckrmirration of the 
necessity of an allowance is in& and rccordcd accordingly. 

lnevnir rarer - The Company is classified as a p;utrinship for federal income tax purposes. Thcrcforc, 
income Uxcs 3rc not lcvicd at the Company level bu t  rather, on ihc individual owners ("Pnnners"} of the 
C:umpany. Accordingly. the accnmponying tinancia[ statcmcnis do no1 include n provision for uicome 
WXCS. 

Purchase und Sale Cumniitmrno - Thc Company enters into various firni purch;lK: and lialc 
commitments for natural gas. Mnnagernent docs nu! anticipalt that the cxecutinn of such transactions 
will wsult in any significant losses based on cunent market conditions. 

At-cuunfing f i r  Energy CnnfracLc ~ l'lic Cuiiipy~y fullows the provisions of Eincrging Issues Ta& 
brce Issue 98-10, "Accounting for Energy Trading and Risk Managemcnl Activities." The parmcrship 
ulili.~cs mark to market accounting for its c o m d t i y  contracts and dcrivative finnncial insrrummls. 
Under such merhud. these cunrmct* and financial iiistrunlcnts are recorded a1 fair value based on 
estimate6 made at the discrcte points in Limc hascd on relevant market information, Changcs in [hc 
mirkct value of these emiracts nre recognized in salcs during ihc p n o d  of chnngc. The resulting 
uiircali-zd gains and losses are recorded as assets and liabililics from price risk manngentenr aciivirics in 
the balance sheet. During liic year ended nececnher 31,  21~01. Ihc company rccognvcd trading gains of 
S3.678,995. At December 31, 2001, trading assets and liabilities recoynizcd on Ihc balance sheet were 
SR.400,349 and S4,22X,S24. respectively. 

RrclussiTiufknr - Certain reclassifications havc h e n  made to prior year's financial stnicmcnts to 
conform tu \hc cuncnt ycv prcsenrarion. 

Use ofL.cfiniafes and Asuutnptiuns - Use of esfiniates and assumptions by managenlent that affect the 
reported nmo~ints of assets nnd lisbilitics iind Ilkclosure of contingent assets and liabilities at the date of 
the financial stnrements niid the reponed ainounls of revenues and expenses during ihhe rcpnrting period 
arc rcquired h r  the yrepararioll of fmancial statmento in conformity with accounting principlca 
generally rccqlcd in rhc United States of  America. Actual r w l r s  could differ from these e r t imks .  

Fuir Valuc of Finunciul /mfrummLv - 'The Pnrinczshlp's financial bnstruments a t  DecLmba 31, 2000, 
consisted of cish and cish cquivalcntr. acconntr rcceivable, accounlr: payahle. and accrued liabilities. 
The carrying amounts of the pormership's fin;mcisl insnumcnts approxiniatc their fair v~lucs  because of 
the shun-tcm maturities uf such indrurtierils. 

CREDIT AlllMNGEMENTS 

The Company and IRS have a combined lrtter-ufucdit racility with a bank. ' i-hi~ facihty is used for 
the purchiLsc oTna(un1 9 3 s  by securing paymeiits tu suppliers. The faclliry is secured by cash, accountq 
rcccivablc. and other a w l s  ofthe Company. Tllc amount of Icttns orcrcdit issued and outsonding for 
product purchascs a1 Dcccntbcr 31,2001 and 2000 were SL5,409.764 and $14,096,000, recpectively. 

No liability is rccordcd for such outstanding Ic!\crs of credlt unless they are drawn upon by the 
customers of the Cornyaiiy. As of Dcccmhcr 3 I ,  2001. the Company had S2,000,000 drawn on the line 
of crcdi!. paydblc in Jdnuwy 2002. with nn iiiteresr rdc  oT5.75%. The Company repaid this bunwing 
during January 2002. 
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4. 

5. 

AS ofneccrnbcr 11.2001. the Company believes it WN in compliance with all debt covenants underrhe 
credit facility. 

RlSK MANAGEMENT 

Commodity Risk Uanagemenr - The Company engages ill the trading of natural gas and experiences 
open positions at any given date. The Company manages open positions wih  strict policies wbich limit 
its exposure to marker risk. ti1 addition. there is continuous day-to-day involvement by senior 
maiiagemeiit in these activities. The nvemgc life of the Company’s gns risk portfolio WAS approxirnntely 
S months at Decernbcr 3 I I  2001 

Marker and Crcdh RLtk - Thc Company is subject to thc risks inhcrcnt in rhc industry in which i t  
operates. primarily, fluctuating prices of  natural Eas~ ‘These prices arc subject to fluctuations in response 
to changes in supply, market uncertainty. and a variety of additional factors that are beyond the coiitrol 
of the Company. The credit risk cxpncurc from cnunterpsrty nnnperformance 011 natural gac forward 
tonuncts is generally the ynouat of unrealized gains under the convicts. 

RECENT ACCOUNTING DEVELOPMENTS 

Effective January 1. 2001, the Company adopted Statement o l  Finmcirl Accounting Standards 
(“SFAS“) No. 133. “Accounting for Derivative Iiiatruinents end Hedging Activities,” as amended and 
interpreted. SFAS No. 133 establishct accouniing and reporting standards for dcrivativc instruments. 
including ccrtnin dcrivativc inslrumcnts cmbcddcd in orhcr contracts and for hedging activities. All 
derivatives. whether designatcd in hedging relationships or not. will bc rcquircd to bc rccordcd on thc 
balance sheet at fair value. Adoption of SFAS No. 133, ns amended, has not had, nor is it expected to 
have amatcrial impact on the Company’s results of operations. finsrlcial position. or cash flows. 

I n  July 2001, the FASB irsucd SFAS NO. 141. “Business Comhinstions” and SFAS No. 142, “Goodwill 
and Other Intangibls Asrcls.” STAS No. 141 rcquins business comhinarions initiated ancr June 30, 
2001 10 be accounted for using the purchase mcthod of accounring and broadcns thc critcria for 
recording intangible assets separate From goodwill. ‘Ihe adoption of SPAS NO. 141 did not have an 
impact on the Company’s historical result. of operations or financial position. SFAS No. 142 provides 
Tor a nnnamortirarion apprnich, whcrehy gnodwill and certain inrangibles with indefinite lives will not 
he arnortizad into results of operation*. hut instcad will be rcvicwed periodicslly for irnpairmeiit and 
wittcn down and chargcd l o  results of operations only in the periods in which the recorded value of 
goodwill and celtain intangiblcs with indefinite l ives is more than its fair value. At December 31.2001, 
there was no goodwill of otlicr intangibles recorded on the Company’s hooks; illerefore, the adoption o f  
SFAS No. 142 on January 31. 2002 is not rxpectrd to have any impact on the Company’s results uf 
operations or financial position. 
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